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WageDifferentialin anIslamicFramework
SyedKanw!lrAbbas*
Abstract..TheestablishmentofanIslamicsocietycanitselfremovemanysocialand
economicevils.Althoughdifferencesbetweenthepoor and therich generatea
'balancedeconomicsociety',theydonotaffecthegloryofman.Thedepartureofthe
Islamiceconomicagentsfromnon-Islamiceconomicagentsis dueto themotivation
behindeconomicdecisions.Theutilityfunctionof an Islamicemployeeconsistsof
Divinewill,Masterpleasure,WagesandEffortlevel.ThedegreeofAmanmattersin
worshipandeconomicdecisionsandleadstowagedifferentialinthelabourmarket.
I. Introduction:
Thepresentarticleanalysesthemotivationbehindeconomicdecisionsof theIslamic
economicage,ntsandseculareconomicagents.This paperpresentsanemployee's
utilityfunctionin anIslamicframework.Wepointoutthatit is thedegreeof Aman
(whiChvariesfromheartto heart)thatmattersin economicdecisionsas'well as in
Bbadahandleadsto thewagedifferential~in thelabourmarket.Moreover,wealso
discusstheseculareconomicpointofviewontheexistenceofwagedifferentials.
ManiselevatedtothestatusofvicegerentbyGodonearth.GodHimselfhascreated
somedifferencesin theformof thepoorandtherichinthisworldbecauseit is only
He Whoknowswell themechanicalexistenceof lifeandthesystemrelatedto it.
Allah(Subhanahu)orders:
. .
"Mankind!Wecreatedyoufromasingle(pair)ofamaleanda female,andmade
youintonationsandtribes,thatye~ayknoweachother(notthatyemaydespise
(eachother).Verilythemosthonouredofyou,inthesightofGod,is(hev!hois)
themostrighteousof you.And Godhasfull knowledgeandis wellacquainted
(withallthings)".(SurahHujurat,13) . .
Inanotherplace,HesaysintheholyQuran:
"GraciousisGodtoHis servants:HegivessustenancetowhomHepleases.And
HehasPowerandcancarryoutHisWill". (SurahAl-Shura;19)
Manis respectableandhonourableinall formsdespitedifferencesof likeaslaveora
master.All menareequalin all respectsandonewhois 'Muttaqi'is worthseeingin
theeyesof Allah.In fact,differencesseenin societyintheformof thepoor andthe
rich do not affectheglory ofman.
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Thesedifferencesare importantto identifymanandgenerateIt 'balancedeconomic
society'becallsepositiveand negativedementsexist togetherlike day with night,
lightwithdark,life withdeathetc.Lift' will bemeaningfulif deathcxists,
~
1
Islal1lrejectsan formsof inequalitybecausetheycreatebarbarismanddespotismin
thesociety. Everyone is givcn safeguard,properhonourand respectin Islamic
society,Theestablishmentof thissocietyitselfremovesmanysocialevilsingenera!
andeconomicevil in particular.t\.'lanyeconomicproblclns,whIcharisein the nol1-
Islamic systcms,i.e.,secular,capitalistic,'wcialisliL:andcommunisticarc removedin
theIslamic society. Thesecularsystemsurfersfrommanycriticaleconomicproblems
like lockouts,strikes,(TabakogJo,pp.77-9!)andshirkingproblems(Akhtar1992,pp.
207).whichhavenoplaceintheIsJamiceconomicsystcm.
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Islamstressesanemployertobekind-hearted.loving.,generousandhoneslwiththe
employee in particularandwith ~;verymemberof thesocietyin general.Thereis no
roomfor f'i'audandcheatinginbusinessdealings.Allah(Sub' hanahll)()rders:
"0 Ye who believe!Eatnolup your property,amongyourselvesin vanities.But
lettherebeamongstyou trafficandtrade,bymutualgoodwill.Nor kill (destroy)
yourselves;for verilyGod hathbeentoyou MostMFrcifull". (SmallanNisaa;29)
The messenger-ofAllah said: .
"A trueandhonest businessmanwill be with the prophets,thetrUthfuland the
martyrsontheDayofJudgment".[/\ I Tirmidhi,(8-4),1209, pp,515]
Onanotheroccasion,theprophet(peac~lJcuponhim)said:
.r
"Thebestamongyouistheonewhotreatshisservantwithkindnessandcharity".
(Kanz-AIAml11al.Va!.5, 18)
Islamdemandspurityof economicdealings.It alsoallows hcc-marketforcesto
determinew~gcsandprices and avoids market intl'rvcntilH)Ii-omstateexcept
Wlll.',h:\'~rit isnecessary,(S.Tahir ]997)
"
II, fsJamir Point of View Oil \Vngc Differentials
The maindepartureof theIslamiceconomicagentsfrom other agentsis due to the
intentionbehindeconomicdecisions,ThenHitivatinl1of Ih~'scculareconomic.agents
is materialwh'iletheIslamict.'conomic:il',cntsbl'licvein 'rajah'bothil1lhis worldand',- , ,
the hereafter(all\khirah). Moreover,theeternalsuccessonly matters
.,
, --' , ,
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Akhter(1992)reports:
"Whenanemployerpayshis/heremployees,onepartof thecompensationmaybeto
seeklabourandanotherpartof it maybetoseekAllah'spleasurebymeetinghis/her
employer'sneedsforhis sakealone".(Akhtar1992). .
This statementdefinesanemployer'sprofitfunctionin anIslamicframeworkwhile
wecandefineanemployee'sutilityfunctionasgivenbelow:
U=(Divinewill, Masterpleasure,Wages,Effort)and
eLeA (N0conceptof shirking)
Wheree isEffortleveloftheemployee," istherequiredlevelfromemployer.
Utilityof anemployeeis a functionof Allah'swill, master'spleasure,wagesand
effortlevel.
Thefirsttwovariablesareomittedin secularutilitymaximizingagent.Hedoesnot
behavesincerelywithhismasteraspermaximizationpropositions.Heshirksonthe
job wheneverhefindsopportunitywhileanIslamiceconomicagentis alwayssincere
withhismasterandasksforhisfavour.Het,\kescareofhismaster'spropertyinstead
ofshirkingonthejob. . .
TheApostleofAIlahsaid: -
"Theslaveis responsiblefor thepropertyof his master".(QuotedfrDmAkram
Khan1989)
AbdullahreportedthattheApostleof Allah(Maypeacebeuponhim)said,"Whena
slavesincerelyworks for his masterandworshipswell, thereis for him double
reward".(QuotedfromAkramKhan199~J .
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All believershavenotthesamedegreeofAmana(Faith).ThedegreeofAmanavaries
fromheart-toheart.This degreeimpactsthecharacter-;o{a-p~rson..Amalianot.only
mattersin Ebadah(prayers)butalsoin dailydealings.Somearemoretrustworthy,
dutiful,honestandkindheartedin theirmatters.Trustworthiness,honestyetc.are
importantin businessdealings.The seculareconomicagentshavealmostthesame
motivationof materialmaximizationi theireconomicdecisions.Here,Amanadoes
notinvolveindecisions.Althoughdifferencein economicdecisionsexists,thelarger.
variationin motivesis.notfound.Therefore,it is pertinentin an Islamicsystemto
havewagedifferentials.Thedegree.of Amanaleadstodifferencein wages.Themore
.trustworthyandhonestemployeewiII geta higheremunerationpackagethanhis
colleagues. -
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III. Secular Economic Point of View on \Vage Differentials
The law of one salarypropagatesthenotionthatworkerswith thesameattributes
receivethesamecompensationpackageasperthelawof oneprice,whichstatesthat
oneobjectcannotbesoldattwodifferentpricespostulatingtheabsenceof transaction
and transpor1ationcost. However,the persistentexistenceof wagedifferentialis
observedin the labourmarketand workershavingthe sameattributes(i.e. age,
education,experienceetc.) and performingthesameworks in the samelocality
receivedifferentwages. Economistshave consensuson the existenceof wage
differentialsbut consensuson the explanationof wagedifferentialshasnot been
developedyet.
Wagedifferentialhasbecomea practiceof thepresentera.Economistsdo notdeny
thisphenomenalfactbutitsexplanationis a 'puzzle'betweenthecompetitivevs.non-
competitiveapproaches.
IV. CompetitiveVs.Non-Competitivei'heories
The competitivetheoryoffers two interpretationsof the existenceof wage
differentialsforworkerswithidenticalcharacteristics.
~ Labourdemandis determinedby the\'alueof marginalproductivity(VMP).
Wage differentialsmust correspondto productivitydifferentials(Neo-
classical explanation). " "
The competitivetheoryhypothesizesthat,with freemarketforces,observed
wagescompensatefor unobservedabilitiesor workingconditions.Refutation
of this ideais evidentin thepresenceof stablewagedifferentialsevenafter
allowingfor measuredandunm~asuredlaborqualities,workingconditions,
fringebenefits,transitorydemandshocks,firmsizeandotherfactors.
II
The competitivemodel in the scenarioof threeinterpretationscan explainthe
existenceof wagedifferentials.
1. TransitoryDifferentials
2. CompensatingDifferentials
3. Unmeasurecllaborquality
1.Transitory Differentials
It is thechangein the labourdemand,whichproducestransitorywagedifferential
acrossindustriesfor equallyskilledworkers,butthispatternof wagedispersionwill
narrowaslabourmarketconvergestotheequilibriumstateintimestocome.
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2.CompensatingDifferentials ,
The compensatingwage differentialexplanationis that higherwagescompensate
workersforjob attributesfor theindustry.KruegerandSummers(1988)provide
evidencesagainstcompensatingdifferentialsthathighwageindustrieshavelower quit
ratethanlow wageindustries.
3.UnmeasuredLabourQuality
Wagedifferentialsmayreflectheexistenceofunmeasuredlabourcharacteristics.It is
pertinenttopointoutthattheworker'sabilityisknownbytheworkerandthefirmbut
isunobservedtoeconometricians.
Non-CompetitiveTheory
Thenon-competitivetheorypresentstheefficiencywagemodels.The ideabehind
effiCiencywagemodelsis thehypothesisthattheeffortperworkeris a functionof
realwage.Thishypothesisexplainsthereasonsof wagerigidityin thepresenceof
involuntaryunemployment. '
Efficiencywagemodelshaveprimaryconcernaboutthe factorswhichplay an
importantroletodetemlinewagesof aworker.;Thesemodelsprovidelogicalinsight
thattheindustryaffiliationcauseswagedifferentials.
',\
Therefore,it is possiblethat,withsimilarattributes,a workercanreceivedifferent
wageswithindifferentindustriesdespiteperfomlingsimilarwork,Theempiricalwork
of efficiencywagemodelshasprimarilyfocusedinter-industrywagestructure.Large
differencesin wagesfor thesameworkin thesamelocalityhavebeenempirically
proved.
The implicationof efficiencywagemodelsis thatif therelationshipbetweenwage
andproductivitydiffersacrossdifferentindustries,theoptimalwagepaidto the
similarworkersfor thesamework in thesamelocalitywill bedifferentamong
industries.
Numerousreasonsfor the,existenceof wagedifferentialsareassociatedwith the'
differentflavoursof theefficiencywagehypothesis.Of them,thesensitivereason
behindtheexistenceof wagedifferentialsis thewageefforthypothesis(Akerlof,
1982)whichdiffersacrossfimlsanddeterminesdifferentoptimalwagesforeachfirm
leadingtowagedifferentialsinthelabormarket.
'-""",""'", ,.,,'C'~"""'" .", ,C"""""""""'~""'".""'"-""""""""~,~"""""-=",,,,,,,,,~ ,.""
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Moreover,.firmspay wagesabovethe market.clearingwage,which affectstheir
outputintheformof loweringquits,improvingworkermorale,loweringincentivesto
shirketc.
V. Conclusion
Differentialsin theformof thepoorandtherichdonotaffectthegloryof man.These
differencesestablisha 'balancedeconomicsociety',whichitselfremovesmanysocial
andeconomicevils like lockouts,strikes,shirkingetc.becauseIslamdemandspurity
of economicdealings.
Thedepaliureof theIslamiceconomicagentsfromothereconomicagentsis dueto
themotivationbehindeconomicdecisions.Islamiceconomicagentsbelievein 'Falah'
bothinandafterlife (alAkhirah)whileseculareconomicagentsbehaveaccordingto
thematerialistproposition.In an Islamicframework,an employee'sutility function
constitutesAllah's will, master'spleasure,wagesandeffortleyelwhilethefirsttwo
elementsdo notexistin secularutilitymaximizingagents.Thus variationin Aman
shouldreflectinwagedifferentialinanIslamiceconomy..
The degreeof Aman(faith)is an importantfactorwhichvariesfromheartto heart
becauseall believershavenot the samedegreeof Aman. This degreemattersin
Ebadah(prayers)andeconomicdealings.This degreeleadsto wagedifferentialsin
thelabourmarket.Theseculareconomicagentsdonothavethis'element'.Therefore,
we find no largervariationsin-their economicmotives.The seculareconomic
frameworkprovidescompetitiveand non-competitivetheoriesto explain wage
differentials.The competitivetheoryoffers two interpretationsof theexistenceof
wagedifferentials.
The non-competitivetheory (Efficiency Wage Models) hypothesizesthat firms
themselveswillingly pay higherwagesmorethancompetitivewagein the labour
market,whichresultsinhighmorale,'lowerquits,reducingshirkingetc.Thesemodels
alsointerprethatif the relationshipbetweenwageand productivitydiffersacross
differentindustries,theoptimal,theoptimalwagepaidto thesimilarworkerswill be
differentamongindustries.
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